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uncertainties may cause material differences from future results as expressed
or implied by these forward-looking statements. These risks, uncertainties and

other factors include but are not limited to the risks involved in the exploration,

development and mining business.

e

tion with the audited financial statements of the Company.

This repart should be read in conju
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MESSAGE TO SHAREHOLDERS

Your Company has been charting a careful course through these trying times in
its effort to fund the continuing evaluation of its very promising Alamo Dorado
Property located in Sonora, Mexico. The Prefeasibility Study of September
2000, delivered to the Company by the Tucson, Arizona based independent
consulting firm Mintec, inc. (“Mintec”), outlined the positive economics of

the project and Corner Bay Silver was able to raise net proceeds of $5 million
dollars through an equity issue to further its property evaluation. This financing
closed December 14, 2000 during a very difficult period in the financial markets.
This clearly is attributable to the underlying value of the principle asset of the
Company — The Alamo Dorado Silver and Gold Property.

I direct your attention to the chart titled “5 Year Silver Price” which shows the
price of silver declining from US $5.00 per ounce to $4.30 per ounce over the
year ended June 30, 2001. The Prefeasibility Study outlined positive preliminary
economics for a new, open-pit, heap leach, silver deposit at Alamo Dorado
based on silver and gold prices of US$5.28 and US$300 per ounce respectively.
Subsequent sensitivity analysis by the Company’s financial advisor, Deutsche
Bank, indicated that this deposit can withstand such a decline in commodity
prices and still provide an economic return. The Company’s Board of Directors
approved Mintec’s recommendation to conduct a Feasibility Study and awarded
the contract to AMEC Simon Mining and Metals (‘AMEC”) in May of 2001.
AMEC was selected because of their respected international reputation and the
top notch quality of the team of engineers selected for the study. This study will
be designed to satisfy the technical demands of traditional bank lenders who are

The past year has been one of major accomplishments for Corner Bay Silver. These accomplishments
have been overshadowed by recent unsettling world events. Through the autumn of 2000 we watched
the precipitous collapse of the technology market. Although financially damaging, this was a necessary
step back to the historical world of value investing. The North American economy beat a hasty retreat
to the edge of official recession through the first half of 2001. At this precarious moment, in September,
terrorists delivered the most devastating blow to liberty since the last World War. We shared in the

horror and grief of victims’ families and friends as these events played out on our televisions.

being approached for project financing and to comply with Mexican, U.S. and
Canadian regulatory policies.

The Company and its consultants are completing the many technical tests
and studies necessary to determine the optimum viability of the project.
Metallurgical tests are underway to confirm the characteristics of the mineral-
jzed materials. An environmental base line study has been completed and

the Company is finalizing its arrangements with the appropriate levels of
government to obtain the permits necessary to commence development of the
property. Excellent relationships with the Sonoran State and Mexican Federal
Government departments have been established and the Company intends to
maintain a responsible corporate presence.

Corner Bay Silver is working towards becoming a significant primary silver
producer in an industry that is currently occupied by high cost producers. It
is the ultimate intention of the Company to build the Alamo Dorado Silver
and Gold Project into a producing mine subject to a positive conclusion of the
Feasibility Study. Management firmly believes this project will become the
platform upon which the Company will expand and grow to become a world-
class silver and gold producer. Although the leap from explorer to producer is
often difficult for junior companies to achieve, your Company is continuing
to attract and engage the best people in the industry to make this a successful
transition. In an industry that is continuing to undergo consolidation with no
new discoveries, the timing is excellent for the emergence of a new producer.
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ALAMO DORADO PROPERTY

DIV O P o
TITerhy; LORLleT, Noress oo e

Ted

The Alamo Dorado Silver and Gold Property is located in the northwestern
state of Sonora, Mexico. Paved roads connect the state capital of Hermosillo
to the town of Alamos, which is 67 kilometers northwest of the Alamo Dorado
Project. Infrastructure and a labour force are all readily available.

The 5,369 hectare property consists of the 504 hectare Alamo Ocho
Exploitation Concession held under option by the Company and the 4,865
hectare Alamo Dorado Exploration Concession which is owned 100% by the
Company and surrounds the Alamo Ocho Concession. The Company can earn

a 100% interest in Alamo Ocho by paying US $800,000 over 6 years. Payments
are made semi-annually of which US $375,000 has been paid. Once the property
is acquired, it will be owned 100% with no outstanding royalties.

Teoography, Eavirorwent and (eslogy

The Alamo Dorado deposit lies on the top of a steep, north trending ridge,
which is elevated some 250 meters above the valley floor. More importantly, the
dip of the deposit roughly parallels the west slope of the ridge resulting in a low
waste to ore strip ratio. This obvious topographic advantage will facilitate future
mining at the Alamo Dorado project. The project area is in a dry environment,
which is excellent for rock degradation and the oxidation of sulfide minerals.
These desert environments create well-oxidized rocks that are typically amenable

to heap leaching of precious metals.

Peter Mordaunt reviewing bottle rolf leach tests at Metcon Research Inc. laboratory in Tucson, Arizona.

Nogazles

Hermosrilo
v

cr hug
Ndvaca

;%Emao Dorado Property

The property is
located on the western
flank of the Sierra
Madre Occidental

X K . ~ // Z_mxmn.m City ﬂ
Geological Province. The deposit . N
occurs within a package of altered //
felsic volcanic rocks ranging from R

A2

Cretaceous to Paleozoic in age. These

altered felsic volcanic rocks occur as roof

pendants resting on an extensive, relatively younger

igneous granodioritic rock (approximately 62 million years old)
known as the Sonoran Batholith.

Hydrothermal belts of epithermal and mesothermal veining and silicification
are associated with the western flank of the mountains of the Sierra Madre,
however dissemination of silver and gold as observed at Alamo Dorado are not
commonly known. The silver and gold mineralization at Alamo Dorado is frac-
ture controlled occurring within the altered felsic volcanic rocks. Mineralization
outcrops as “gossans” (rusty red oxidation) on the eastern flank of a prominent
ridge trending approximately north-south. Classic hydrothermal alteration is
evident by the presence of quartz-sericite and silicification which is pervasive on
the eastern cliffs along the ridge. Successive drill programs have now shown the
mineralized zone extends up to several hundred meters in width. Drilling at

50 meter spacings has traced the zone of mineralization for 600 meters from
drill section 400 South to 200 North, along the north-south drill grid. At the
mineralized zone’s northern extent the zone trends to the northwest.

mand far silvor is buili o Gives main sillors; industiial sxdd

GCEOTEiTG 0SGS, B Ly, and forreay & sillsormare. vbgoetlon,

these three categeries represent more Uian 55 porcent of awnyal

silver copsumption.”

Source: www.silverinstitute.org
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(left) Reviewing column leach tests at Metcon
Research Inc. laboratory in Tucson, Arizana.

{top} Company's environmetal consultant looking
northeast from the Alamo Dorado ridge.

Mintec Prefeasibility Report: Reserve

At September 2000, the Company was provided with the Mintec Prefeasibility
Report which surmmarizes the reserves at the Alamo Dorado Property from

all drill hole information and all drilling sample analyses. "This information

has been loaded by Mintec into a 3-dimensional model for establishing the
dominant trends of the silver and gold mineralization based upon the statistical
relationships of all silver and gold analyses.

After establishing the configuration of the three dimensional block model of

the mineral resources, Mintec employed key economic and operating parameters
to define the best possible mineable area. The reserves are summarized in the
table adjacent.

The Planned Production Schedule

The reserves are presented for an annual schedule of projected tonnes and

grade available in each production year. The High-grade and Mid-grade mining
objective for this annual production schedule is based on a 15,000 tonnes per
day operation, seven days per week, for 52 weeks per year. This translates to

5.5 million tonnes per year of heap grade material. Mintec attempted to schedule
the waste rock required to be moved in an even amount if possible for each year.
The Low-grade material is scheduled, as it is required to be moved to insure
that High-grade and Mid-grade production is met.

The mining costs used are the same as used for the economic pit design
calculations described for the optimized phase pit design; US$0.75 for mining
a tonne of material and US$3.00 Process Cost per tonne of mined ore.

A metallurgical recovery of 70% is used for silver for the High-grade material,
and 65% recovery for the Mid-grade material. Gold is recovered at an 85% rate
from both zones.

The production schedule presented in the table opposite details an annual
schedule summarizing High-grade and Mid-grade reserves combined to be
placed on the heap, the Low-grade production to a Low-grade stockpile, waste
movement, and annual summaries at the end of the 11 year schedule for each
material (including pre-production stripping). The variables presented are
recoverable silver equivalent (RAGEQ), contained gold and conrained silver

head grade.
Mintoc Prefeasibility Report, September 2000
Reserves at a cui-off of 25 grams Silver Equivalent’ per tonne
Silver Equivalent! Classification | Tonnes | Contained | Contained | Contained
Sitver Gold Silver
Grade Zone {'000) {o/t) o) | Eq'(9/t)
Plus 90 g/t High proven 12,286 138.78 0.42 162.40
25 to 90g/t Mid proven 23,509 3118 0.16 40.26
Plus 90 g/t High probable 3,626 120.05 0.31 131.75
2510 90 g/t Mid probable 10,827 30.50 0.16 39.83
TOTAL - Proven &
RESERVES Probable 50,248 63.76 0.23 771.07
Contained | Contained | Contained
Silver Goid Silver
Equivalent!
TOTAL - Qunces ('030's) _ 163,018 h 3716 124,132
Strip Ratio’ 1.8:1.0
1 Silver Equivalent is calculated upon Silver at U885.28 per ounce and Gold at US$300 per ounce.
2 Strip ratio with low-grade material as waste (waste:ore).
Cautionary Note to U.S. Investors concerning estimates of Proven and Probable Reserves
This section uses the terms proven and probable reserves based upon a Prefeasibility Study
rather than upon a final or bankabie feasibility that would be required under SEC rules.




'83uno 1ad goegsn 18 piog pue aauna sad gz'6eS N 18 19aIS vodn pareinaea sy uaeanby 8|S .

€Co G0'€9 (A% €255 90 689  60°0€ 9L’ Lt
€co €8'e9 ¥8'%5 LLY'IS €70 woe  orie 008's ol
wos dnosfudd mmm 921008 €0 849 o AN AL:3 0€0 9y ey 0056 6
o 8E'lL GL'65 LLY0Y 020 16y SOEY 005'S 8
., ‘SBupieaq pue ‘seiioneq Guiieaq-10aps ‘shejje Buizeig ‘slojje jeiusp cz0 8% 8879 neve | 0zo soes  zzor | 005
‘SIUDWNIISUL [BIIPIY ‘SIOLIW YUY PASA OS|8 SI JAJIS 'SI0IIBUUGI PUE €20  £88L  O¥SY  LI¥6Z | S0 I¥SS  ZySy | 008§ 9
sjoeuos jes1ijaa)e pue ‘sieded pue suyly s1ydeslioloyd ‘2IemMmIgAjS SL0  Cevs 6669 :m.mw 6L [ss Sy Sm_m |
Lo L6'16 0v'9L L1y'8L £C0 60698 Ob'8v 005G 14
pue Ayjanial ul aie JBAJIS 10§ SISN WIBW Y[ "SISEG AjIep & uo pasn 80 890l z€88  LI6ZL | 620  OlZzL 9886 | 00s's ¢
s1anposd snosawny uy Juauedwod A3y B 3 8yl YIIYM SIISIIS)IRIRYI 870 8696 1808 LY 820 8696 1508 | L¥L
jeaisAyd Auew sassassod 12Aj1s ‘pupwap UONEILIGR] JO SUIB) U] , (sauuoy (sauuo;
(b} pub)  (ywb) 5000, fwb) () (ywbj | s000.)
aws  HIAUS ,039vH 033 gi09  HIAUS  ,DI9VY | GIFH
anenun? poLa # poliad

L(039Vy) yuajeainba sanis ajqeianoaal ypm Buoge papodas profi pue 1anjig
yovay deay — poried Aq voneiado — synsas Guynpayos jo Arewums

‘aauno sad OE$SI 18 piog pue auno sad 87 G§SA 38 JoAIS uodn pareinajea i Juaeainb OIS 000z 1aquaydag ‘Loday Ajiqiseajald aalmpy ‘a|npayssg UoRINPoId

{suuoj 134 swely ,uajeAnba Janjis) apels _ R i

‘abed aysoddo ayy
ue pajge) , S|elo] SAIBSaY,, Ay} L0} LOHBLIBA 1OUIW € 10} SHUN0J0E SIy | “s10ienBas Ag peziuBiodss jou Aofisjen
9MIBS3 € SI YoIYm Sanasal a|gissod o sauun) uoljji Z'Z Sapnjoul But{apow 1wouoda Al|iGISeaBld SOBIUIN

"210 opead 1oydry s|qe|reae jo

pouad Axes ayy Surmnp g6 1§ JO $1500 T aseyJ A3 [IM 96°7$SN
3¢ 03 22IUT[Y AQ PSIBWINSD ST SUIL JO IJI] O 10§ 2dUNO Jud[eanba
124118 Jod 1500 oy T, "uononpoad jo jrey-e-pue-1ead 1511y o) 19ye
yoeqAed a1ensuourap pnom yorym uoliur H$S ) Jo udwanmbal
1500 [earded v sarewnss Auedwior) oy |, 'mopy yses A[1ea wueoyrugis

® 918210 9[npayds wondnpoid oy Jo (g [ dsey) sieak Ajres o ur

T — 1d oy wroxg ajqeqreae sopeid PYSTE] 41940021 [ea1ded 2100 UOI[[I

/ OL:gL (240 :e1sep) ones ding $12$SN 29 03 paunulep sem 103foxd ayp 10y mopy yseo 1ou xeraxd
x\w - R parunoasipun ay 1, *(310 jo suuol jod sweid 9/ jo apeid Juseambs
\\\\N 979L (1d6) D39V 19A[1s & 10) Guryoes] 10§ deay a1 uodn paoeyd 210 jo suuoy 1ad pjos
JA\A 4 £t (vdB) Ny sweld ¢z:Q pue Joafrs swield ¢g e sope.d aurw jo oyif aSeroae Ay |,
) :\ “_ 50°€9 {1d6) oy "(a10:915BM) 00" 1:78°[ JO onel dLnS B YIIm 2IO JO SIUUOI UOI[[IUI §°G JO
\\\\“\ 0€Z5'2S (sauuo) ggo ) 310 91 [ENUUE UE JB D[Payos 1e2£ (1 © 1240 31d uado ue oI} paulll ST 310

(0002 15quardas ou S JO sauuo] uoIIu 7§ Jo afeuuo) ajqeauru e ‘10day ISIUTHY S WO ]

NDISIC Lid N3O ALITIGISWAIYd Anpqiseagoig woyy syySiySyy srwouosy




o

Frrure Developroents at Projects

Tt was recommended in the Mintec Report that the Company undertake to complete
a Final Feasibility Study of the Alamo Dorado deposit. In May 2001, AMEC Simons
Mining and Metals was awarded the contract to complete a Feasibility Study of the

project. AMEC is an international leader in this field and has worked on open pit,

heap leach studies and mines throughout the world, including Mexico.

The Feasibility Study is well underway, including key aspects such as drill programs

determining geotechnical and hydro geological considerations:

environmental baseline and follow-up studies

land acquisitions necessary for relocating project infrastructure
governmental permitting

condemnation drilling for locating heap pads and waste piles
metallurgical testwork

resource and reserve calculations

pit design and scheduling

* economics
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* Sitver Equivalent is calculated upon Silver at US$5.28 per ounce and Gold at US$300 per ounce.
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Corner Bay Silver management at Alamo Dorado Property. Looking South.

{left to right — Manuel Gayon, Hector Cordoba, Peter Mordaunt, William Faust & Edward Badida)

The Company expects to provide summary updates of the underlying
work as made available. The final Feasibility Study is scheduled to be
completed at the end of March 2002. Corner Bay Silver is confident
that AMEC will deliver a high quality Feasibility Study that will be
acceptable to financial institutions as well as government and regula-
tory agencies. This study, when completed, will be the cornerstone
for project financing as well as permitting and ultimately planning
and construction of a mine at Alamo Dorado.

Scale

meters

Ore Blocks (silver equivalent* grams per tonne)

M »>90
1 >25<90

. Alamo Dorado Prefeasibility — September 2000
/// Pit Outline — Three Phases
\)

Section provided by Mintec, inc.
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Capital Expendicures

Silver Market Supply and Demand Balance

During the current year expenditures of $1,417,679 were made on the Alamo

Dorado Property compared to $2,114,901 in the previous year. The reduction
in expenditures during the year ended June 30, 2001 is a result of reduced

300 900
exploration activity during the time the Company focused on completing its Ve
equity financing. 800 \\u 800

. . . s .. 700 \ac
Liguidity, Capital anc Financizl Condition > > \ \

The Company raised net proceeds of $5,038,397 during the year by the issuance o0

£00
of 3,866,667 common shares as compared with net proceeds of $2,499,391 by 500 > I\ \M%\\ 500

_ the issuance of 1,934,994 common shares in the preceding year. N
400 - - 400
The working capital of the Company at June 30, 2001 was $3,838,760. This ~ (0
compares with $827,544 at June 30, 2000. The Company has no long term 300 300
debt and has successfully funded the ongoing exploration of the Alamo Dorado 20 200
property by the sale of its Common Shares. The current working capital is 61 65 68 73 77 8 8 8 9 9 0p

suffitient to fund the Company’s ongoing general and administrative costs and
will also fund the work associated with the Feasibility Study assigned to AMEC
which is expected to be concluded by the end of March 2002. Funding includes

{3 Industrial Demand O Supply

10 the hecessary property payments to the optionors of the Alamo Ocho concession Source: CPM Group’s Silver Survey 2001

as well as the annual payments to the Sonoran government for the surrounding

Alamo Dorado exploration concession. The level of exploration at the property

will be dependant upon the working capital position of the Company after

completion of the Feasibility Study. Gutlook
At June 30, 2001, the Company held cash and cash equivalents of $4,022,422.
These funds have been allocated to fund the Company’s ongoing general

) and administrative expenses and to fund the completion of a final Feasibility

Prefeasibility Study. The Company awarded the Feasibility to AMEC Simon
Mining and Metals in May 2001 and work on the Study has been underway
since that time. The expected delivery of this Study is March 2002. Upon
delivery of the Feasibility, the Company will need to fund the further actvity
at the Alamo Dorado Property as recommended by AMEC in the Feasibility
Study by a combination of debt and equity financing. There are no assurances

Ml\\% B h ‘ . B . Study on the Alamo Dorado Property as recommended in the earlier Mintec
*

that either the banking industry or the equity markets will allow for the
successful conclusion of the project financing. Market conditions for raising
capital will be strongly influenced by the prices of both silver and gold.

Alamo Dorado Property, looking East.
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for the three-year period ended June 30, 2001 For the three-year period ended June 30, 2001
{expressed in Canadian dollars) {expressed in Canadian dollars)
2001 2000 1999 2m 2000 1999
Interest $ 127414 $ 4861 $ 27846 Operating activities
Other income 97,500 64,800 65,950 Loss for the year $ (1,067,871}  ${1523458)  $ (592,670)
224,974 135M 93,796 Writedown of investments - 22,606 -
Mineral properties written off 469,460 1,088,239 172,873
- S Amortization 25,312 19,251 21,963
General and administrative 798,073 521,338 491,630 Gain on disposal of assets _ {14.465) _
Amortization Nm.w_N _Pmmd N_\wmw Amuw Qmwv Eow mN.: Amwu\mwﬁ
823,385 540,589 513,593 Net decrease (increase) in non-cash
N working capital balances related to
Gain on disposal of assets - (14,465) - operations (note 10) 82,054 237,610 {121,860)
Writadown of investments - 22,606 - (491,045) (170,217) (519,694)
Minéral properties written off 469,460 1,088,239 172,873
Investing activities
Loss for the year (1,067,871) (1,523,458) (592,670 Mineral properties
Deficit - Beginning of year {5,722,233) (4,198,775) {3,606,105) Expenditures (1,460,057) (2,185,566} (703,628)
Deficit — End of year $ (6790104 $ (5722,233)  $(4,198775) Option receipts 5,975 25,000 98,080
Basic | " s 008 S 0 s 007 Proceeds on disposal of assets - 28,057 -
asic loss per share - : . Proceeds on disposal of investments - 13,486 -
Weighted average shares outstanding 13,912,182 10,760,945 8,808,207 (1,454,082) (2,059,023) (605,548)
Financing activities
Issue of common stock 5,038,397 2,499,391 595,191
Increase {decrease) in cash during the year 3,093,270 270,151 {530,051}
Cash — Beginning of year 929,152 659,001 1,189,052
Cash — End of year $ 4022422 $ 929,152 $ 659,001
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During the year ended June 30, 2001, the Company changed its method of accounting for
earnings per share to comply with the revised standard issued by the Canadian Institute
of Chartered Accountants Handbook, section 3500, “Earnings per share”. There was no
difference between the loss per share calculated under the new standard and the amount
that would have been calculated using the previous standard.

Use of estimates 2

The preparation of financial statements in conformity with Canadian generally accepted a)
accounting principles requires management to make estimates and assumptions that

affect the reported amounts of assets, liabilities, revenues and expenses. Actual results

could differ from these estimates. b}

Translation of foreign currencies

As the Company considers all of its foreign operations to be fully integrated, all items
denominated in foreign currencies have been translated using the temporal method.
Under this method, monetary assets and liabilities and non-monetary items carried at
market values are translated at the year-end exchange rate. Other non-monetary items
and revenues and expenses are translated at approximate rates in effect at the dates of
the transactions, except depreciation, depletion and amortization which are translated at

the same rates as the related assets.

Land and
. Chibougamau Mexico Maritimes equipment Total
$ $ $ $ $
Balance
—June 30, 1998 1,097,825 357,104 621,331 171,762 2,248,022
Expenditures - 698,268 1,543 7,743 707,554
Option receipts - (36,880) {61,200) - {98,080)

Disposals and
depreciation - - — (25,889) {25,889)
<<18no<<: | | :mcbmmv :NSS AZNEmv

Balance

—June 30, 1999 1,097,825 1,018,432 401,611 140,806 2,658,734
Expenditures - 2,114,901 1,411 72,204 2,188,516
Option receipts (9,586) - {25,000) - (34,586)

Disposals and
depreciation - - - (35,793) {35,793)
Writedown (1,088,239} - - -

{1,088,239)
Balance
- June 30, 2000 - 3,133,393 378,022 171,217 3,688,632
Expenditures - 1,417,679 1,580 44,714 1,463,973
Option receipts - - {5,975} - {5,975)
Disposals
and depreciation - - - (29,228) {29,228)
Writedown - - (373,627} {95,833) {469,460)
Balance
— June 30, 2001 - 4,551,072 - 96,870 4,647,942

c)

The Alamo Dorado silver/gold property is located in the northwestern State of Sonara,
Mexico. Paved roads connect the state capital of Hermosillo to the town of Alamos, which
is 67 kilometres northwest of the Alamo Dorado Project.

The 5,369 hectare property consists of the 504 hectare Alamo Ocho concession held under
option by the Company and the 4,865 hectare Alamo Dorado concession, which is owned
100% by the Company and surrounds the Alamo Ocho concession. The Company can earn a
100% interest in Alamo Gcho by paying US$800,000 over six years. Payments are made
semi-annually, of which US$325,000 has been paid to June 30, 2001.

[P

U

Authorized
Unlimited number of common shares without nominat or par value

Issued and outstanding — common shares

Shares Net

outstanding  proceeds

$

Balance - June 30, 1998 8,808,207 6,680,175
Shares issued for cash in private placement — June 30, 1999 1,090,908 595,191
Balance — June 30, 1999 9,899,115 7,275,366
Shares issued for cash in private placement — September 21,1939 596,540 773,976
Shares issued for cash in private placement — December 20, 1999 400,000 1,198,435
Warrants exercised for cash during the year 545,454 409,080
Options exercised for cash during the year 393,000 117,900
Balance - June 30, 2000 11,834,109 9,774,757
Shares issued in prospectus offering - December 14, 2000 3,666,667 4,978,397
Options exercised for cash during the year 200,000 60,000
Balance - June 30, 2001 15,700,776 14,813,154

On June 30, 1999, the Company completed a private placement of 1,090,908 units. Each unit
consisted of one common share at $0.55 and one-half share purchase warrant. Each whole
purchase warrant entitled the holder to purchase one additional common share at a price
of $0.75 per share at any time until June 30, 2000. The 545,454 purchase warrants were
exercised for cash on June 30, 2000.

On September 21, 1999, the Company completed a private placement of 596,540 shares at a
price of $1.30 per share.

A second private placement of 400,000 units was completed on December 20, 1999. Each
unit consists of one common share at $3.00 and one half-share purchase warrant. Each
whole purchase warrant entitles the holder to purchase one additional common share at a
price of $4.00 per common share at anytime until December 20, 2001. As at June 30, 2001,
200,000 share purchase warrants were outstanding.

On December 14, 2000, the Company publicly offered 3,666,667 units. Each unit consisted
of one common share at $1.50 and one-half common share purchase warrant. Each

whole purchase warrant entitles the holder to purchase one additional common share

at price of $2.25 per share at anytime until December 14, 2001. In connection with the
December 14, 2000 offer, the underwriters received 183,333 warrants of the Company. Each
warrant entitles the underwriter to purchase one common share for $1.50 at any time until
December 14, 2001. As at June 30, 2001, all share purchase warrants were outstanding.

On December 15, 1995, the shareholders of Corner Bay Silver Inc. approved the amended
stock option plan (dated November 1, 1995) and issuance of ane million common share
options under the terms of the plan. On December 20, 1999 and December 15, 2000, the
shareholders approved an amendment to issue an additional 1.4 and 2.0 million common
share options, respectively, under the terms of the plan.
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a)

b}

In accordance with U.S. GAAP, the Company would be required to charge all costs of
mineral properties exploration to earnings as operating expenses as incurred until proven
economic reserves are established. As a result of accounting for these expenditures in this
manner, loss for the year would be increased by $1,039,657 in the year ended June 30 2001,
$993,487 in the year ended June 30, 2000 and $441,668 in the year ended June 30, 1399.

The Company accounts for its share options under Canadian GAAP, which in the Company’s
circumstances are not different from the amounts that would be determined under the
provisions of the Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees” (APB25) and related interpretations. Accordingly, no compensation expense
for its share option plan has been recognized or recorded in the consolidated statements
of operations and deficit for any of the years presented. A company that does not adopt the
fair value method must disclose the cost of stock compensation awards at their fair value,
at the date the award is granted. The fair value of the Company's options that were granted
in 2001 was $37,605 (2000 - $878,747; 1999 - $46,453). This fair value was estimated using the
Black-Scholes mode! with assumptions of a two-year expected term, 60% volatility and
interest rates ranging from 6.0% to 6.5%.

Basic loss per share

2001 2000 1999
$ $ $
Loss for the year reported under U.S. GAAP (2,107,528) (2,516,945}  (1,034,338)

Weighted averaged number of common

shares outstanding 13,912,182 10,760,945 8,808,207
Loss per share under U.S. GAAP (0.15) (0.23) (0.12)
Statements of comprehensive loss

2001 2000 1993

$ $ $

Loss for the year reported under U.S. GAAP (2,107,528) (2,516,945}  {1,034,338)
Other comprehensive earnings {loss) (net of tax)

Unrealized gain (loss) on marketable securities 18,580 9,290 (88,401)

Realized gain on sale of marketable securities - 33,948 -

Writedown to fair value - 22,606 -
Comprehensive loss for the year (2,088,948)  (2,451,101)  (1,122,739)

The statements of comprehensive loss provide a measure of all changes in equity of the
Company that resulted from transactions, other than those with shareholders, and other
economic events that occurred during the year.

Under U.S. GAAP, the Company’s holdings of marketable securities with quoted market
values would be marked to market with the resulting unrealized gain or loss being taken
to the statement of comprehensive [0ss in the relevant year.

Statements of cash flows

The following summarizes the cash flow amounts in accordance with U.S. GAAP:

2001 2000 1999

$ $ $

Operating activities (1,900,413)  (2,258,579)  (1,117,499)
Investing activities (44,114) 29,339 (7,743)
Financing activities 5,038,397 2,499,391 595,191

Opening cash and cash equivalents 929,152 659,001 1,189,052
Closing cash and cash equivalents 4,022,422 929,152 659,001

Balance sheets

The following summarizes the balance sheet amounts in accordance with U.S. GAAP where
they are different from the amounts reported under Canadian GAAP.

2001 2000

Canadian u Canadian u.s.

GAAP GAAP GAAP GAAP

$ $ $ $

Investments 43,353 61,933 43,353 43,353

Mineral properties 4,647,942 96,870 3,688,632 177,217

Deficit (6,790,104) (11,341,176}  (5,722,233) (9,233,648}

Cumulative comprehensive

other income - 18,580 - -

New standards for US GAAP

In June 2001, the Financial Accounting Standards Board {FASB) issued SFAS No. 141,
“Business Combinations”, and SFAS No. 142, “Goodwill and Other Intangible Assets”.
These new standards eliminate pooling as a method of accounting for business combina-
tions, and feature new accounting rules for goodwill and intangible assets. The Company
does not foresee any impact on a cumulative effect of an accounting change or on the
carrying values of assets and liabilities recorded in the Consolidated Balance Sheets upon
adoption. SFAS No. 141 is effective for business combinations initiated from July 1, 2001.
SFAS No. 142 will be adopted on July 1, 2002.

Also issued in June 2001, was SFAS No. 143, “Accounting for Asset Retirement Gbligations”.
This statement addresses financial accounting and reporting for obligations associated
with the retirement of tangible long-lived assets and the associated asset retirement costs.
It requires that the fair value of a liability for an asset retirement obligation be recognized
in the year in which it is incurred if a reasonable estimate of fair value can be made. The
associated asset retirement costs are capitalized as part of the carrying amount of the
long-fived asset. It is not expected that this new standard will have an effect on the
Company's financial position in the 2002 fiscal year.

New standards for Canadian GAAP

In July 2001, the Canadian Institute of Chartered Accountants approved the new handbook
section 1581, “Business Combinations”, replacing section 1580, that will require all business
combinations to use the purchase method of accounting. It has also approved a new sec-
tion 3062, “Goodwill and Other Intangible Assets”, that will require intangible assets with

an indefinite life and goodwill to be tested for impairment on an annual basis. Goodwill and
indefinite life intangibles will no longer be amortized. Intangible assets with a definite life
will continue to be amortized over their useful lives. The new sections are consistent with
those recently approved by the FASB (SFAS No. 141 and SFAS No.142). The adoption of
these new standards is not expected to have any material effect on the Company’s financial
position, results of operations or its cash flows. Section 1581 is effective for business
combinations initiated from July 1, 2001.
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